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ECON405, Trimester 2 2016 


Answer any FOUR (4) of the EIGHT (8) questions provided 
All questions are of equal value 


1. Describe the roles of the various monetary authorities that regulate the Australian 
financial system. Discuss the role of a Prudential Regulatory System in this context. 


2: Using a diagram, describe the effects an RBA intervention in foreign currency markets 
would have on the money supply and interest rates. Using two examples, describe 
how and discuss why the RBA would sterilise these actions. 


3. Explain the economic function of money markets and identify the most important 
money-market instruments and participants. 


4. Explain the meaning of the term structure of interest rates. Briefly discuss the various 
theories which can explain changes in the term structure of interest rates. 


5. Why are bank failures considered to have a greater negative effect on the economy 
than other types of business failures? What are the major lessons which have been 
learned from past bank failures? 


6. Identify the major differences between the futures market and the forward market and 
consider the advantages and disadvantages of using each of these markets. 


re To what extent do changes in the stock market reflect broader changes in economic 
activity? 
8. Using diagrams explain how interest rates perform an allocative function in a market 


economy, including a discussion of the real rate of interest and its determinants. 


Please remember - This examination paper MUST BE HANDED IN. Failure to do so will result in the 
cancellation of all marks for this examination. 
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